About two weeks prior to each Federal Open Market Committee (FOMC) meeting, the Federal Reserve releases a description of economic activity in a document called the Beige Book. By creating a quantitative index of these qualitative reports, we examine whether the content of the Beige Book affects asset prices. The results indicate that more positive Beige Book reports on economic growth are associated with increases in interest rates, particularly intermediate-and long-term rates, but not after controlling for several other macroeconomic indicators. The results are consistent with markets viewing the report as a summary indicator of economic growth but not of monetary policy moves in the near term.
There are several reasons why the release of the Beige Book might influence financial markets. First, several studies show that the Beige Book is a good indicator of economic activity. Balke and Petersen (2002) conclude that the Beige Book is a significant predictor of both current and nextquarter real gross domestic product (GDP), even above and beyond other contemporaneous indicators such as the Blue Chip Consensus Forecast and lags of the growth rates of real GDP, industrial production, and employment.
2 Payne (2001) similarly finds that the Beige Book is well correlated with a variety of economic indicators, including the change in indexes of coincident and leading indicators, the unemployment rate, and capacity utilization. 3 Given the long lags in the release of some data series, the Beige Book may reflect information not yet available via other sources and thereby affect financial markets. Even if the report does not contain any new information, financial markets might view the Beige Book as a useful summary of economic activity leading into FOMC meetings. Unlike other data series, the timing of the information gathering and the release date are explicitly geared to the FOMC meetings, which occur eight times a year. Comments from Federal Reserve officials indicate that they rely in part on the Beige Book for such reasons when making policy decisions. For example, FOMC chairman Alan Greenspan reportedly likes the anecdotal information contained in the Beige Book because it provides firsthand insights into the economy in advance of the FOMC meetings (McTague 1991) .
In addition, the Beige Book might affect financial markets if the report signals the likely direction of monetary policy. A strong Beige Book report might indicate that the FOMC is likely to tighten monetary policy at its next meeting, while a weak Beige Book might suggest that the FOMC will ease monetary policy. Because the research staffs that advise monetary policy makers have input into the report, the Beige Book may reflect their perceptions and preferred course of policy. Payne (2001) finds that the Beige Book is a significant predictor of changes in the federal funds rate target, outperforming the output gap in a Taylor rule model.
Examining the effect of the Beige Book on financial markets allows us to evaluate whether qualitative information on economic activity affects financial markets in the same way as releases of quantitative macroeconomic data. Although many researchers have examined the impact of data releases, few have examined the effect of qualitative reports because such studies face several hurdles. In studies of data releases, the ''news'' is relatively easy to determine because the data are released on a regular schedule and at a particular time of day. Researchers typically examine the surprise component of such data releases by taking the difference between the announced value and the average of expected values. In contrast, ''headline news,'' such as speeches about the economy by Greenspan, happens at irregular intervals and may prove difficult to identify and quantify. In addition, expectations about such reports are, at best, difficult to ascertain.
A few previous studies have examined the effect of qualitative reports on financial markets. Most notably, Kohn and Sack (2003) examine the effect of FOMC statements and Congressional testimony and major speeches by Greenspan, focusing on whether financial instruments were more volatile on event days, not on whether and how the actual content of such statements affected asset prices. Kohn and Sack find that FOMC statements and Congressional testimony by Greenspan increase the 2 Fettig, Rolnick, and Runkle (1999) , in contrast, find that the Beige Book summaries do not have predictive value beyond that of private sector forecasts. Balke and Yucel (2000) attribute the conflicting results to differences in the timing of the other forecasts used by Balke and Petersen (2002) and by Fettig, Rolnick, and Runkle. Fettig, Rolnick, and Runkle used forecasts made later in the quarter than the Beige Books, whereas Balke and Petersen focused on forecasts released prior to or at the same time as the Beige Books. Footnote 1 in Balke and Yucel (2000) provides a more detailed discussion. 3 Related studies find that the district Beige Books are well correlated with indicators of regional economic activity (Balke and Yucel 2000; Ginther and Zavodny 2001) . volatility of financial instruments, but major speeches by Greenspan do not. Other studies suggest that the quantity of financial news reported by the media is correlated with stock market returns and trading volume (Berry and Howe 1994; Mitchell and Mulherin 1994) . We are not aware of any previous research that links the actual content of qualitative news to changes in financial markets.
The next section briefly describes the Beige Book and offers economic intuition for why the report might influence financial instruments. We then explain the quantitative index of the Beige Book that we created in order to investigate whether the reports are associated with changes in several measures of interest rates and equity prices during the period mid-1983 to 2001. The results indicate that the qualitative information contained in the Beige Book is associated with changes in some financial markets, mainly intermediate-and long-term interest rates. Controlling for available data on GDP growth or industrial production suggests that markets view the Beige Book as a summary indicator of recent economic growth.
Description of the Beige Book
The Beige Book is a survey of regional economic conditions publicly released about two weeks prior to each FOMC meeting since mid-1983. 4 Each of the 12 regional banks writes a summary of economic conditions in its district, and one bank (on a rotating basis) writes a summary of national economic conditions based on the 12 regional reports. The research staff at the Board of Governors does not write the regional reports or the national summary but does have input into the wording of the document, particularly the national summary. Each Federal Reserve Bank uses its own information-gathering methods to compile its Beige Book report. Most districts use a variety of methods, including calling local businesses, conducting regular surveys, reading local newspapers, and having members of their Boards of Directors report on current and expected future economic conditions. The regional banks tend to emphasize those sectors that are economically important in the various districts, as well as recent major economic developments. The reports focus on economic conditions since the last FOMC meeting, essentially the last four to six weeks. Although the reports sometimes include details about future expectations, the Beige Book primarily discusses contemporaneous conditions and recent events.
Quantifying the Beige Book
In order to examine the effect of the content of the Beige Book on financial markets, the qualitative reports need to be quantified. Because the Beige Book is anecdotal, the reports describe the pace of economic activity with adjectives such as strong, moderate, or weak. Following the method of Balke and Petersen (2002) , we created a quantitative index of these qualitative descriptions. We recreated Balke and Petersen's index in order to evaluate whether it is possible to derive consistent quantitative measures of the qualitative accounts in the Beige Book, as well as to update it. We read each Beige Book (without knowing the release date) released between May 1983 and December 2001 and scored the description of economic growth in the national summary on a scale from À2 to 2, with lower scores indicating weaker growth. A Beige Book describing modest growth typically was scored 0.5; a Beige Book describing strong growth received a score of 1 to 1.5; a Beige Book that indicated that activity was contracting received a negative score. Although key adjectives were helpful in determining the Beige Book score, we did not solely rely upon them. Instead, we used our judgment in much the same way financial market participants would. This analysis uses the average of our two scores for the national summary. 5 The strong correlation between our scores and Balke and Petersen's scores (q ¼ 0.94) during the period they overlap (1983) (1984) (1985) (1986) (1987) (1988) (1989) (1990) (1991) (1992) (1993) (1994) (1995) (1996) suggests that such indexes can be replicated fairly reliably. Our Beige Book index is well correlated with the pace of economic activity. As Figure 1 indicates, the index tends to be high during times of strong GDP growth and negative during recessions (the shaded areas). The raw correlation between our Beige Book index and real currentquarter GDP growth is 0.672. To further investigate whether our index is well correlated with output growth, we regressed real GDP growth rates on the index using Balke and Petersen's (2002) methodology. Table 1 reports the results for our index and for Balke and Petersen's index. Our index is as well correlated with GDP growth through 1996, as is Balke and Petersen's index (columns 1 and 2). Including the 1997-2001 period slightly reduces the goodness of fit of our index as measured by the adjusted R 2 , but the relationship remains positive and statistically significant (column 3). The Beige Book index also appears to be correlated with trends in monetary policy. Figure 2 shows the Beige Book score associated with each FOMC meeting from mid-1983 to 2001 and the discount rate and federal funds rate target decided on at that meeting. The index appears to generally track changes in the federal funds rate target and the discount rate. During the early 1990s, however, there is no clear relationship between the index and the targets, with the rise in our Beige Book index Figure 1 . Beige Book Index and GDP Growth. Shaded areas indicate recessions 5 We focus on the national summary instead of the individual district reports because financial markets are more likely to react to the national summary. We use the average of our two scores in order to reduce measurement error. Using either of the authors' scores yields results similar to those shown here. Using Balke and Petersen's scores for 1983-1996 in our regression models also gives similar results to using our scores for the same period.
preceding the increases in the federal funds rate target and the discount rate by several years. This is not surprising given that the Federal Reserve purposely maintained a relatively loose monetary policy after the recession until 1994 (Greenspan 1994) . A similar pattern appears during the 2001 recession, with the Beige Book index strengthening while the FOMC continued to cut rates.
Why the Beige Book Might Affect Markets
The Beige Book could affect financial markets through several channels. First, as discussed above, the Beige Book may reflect the future direction of monetary policy. If the Beige Book reveals new information about the likely future stance of the FOMC, higher Beige Book scores should be positively associated with changes in nominal interest rates and negatively associated with stock returns. In addition, because moves in short-term interest rates tend to more closely track changes in the federal funds rate than do long-term rates, the effect on interest rates should be more pronounced at the short end of the yield curve if markets interpret the Beige Book as a signal of whether the FOMC will change the federal funds rate target at the next meeting or two. This might be the case if markets view the Beige Book as providing new information about the Federal Reserve's perceptions of economic growth and inflationary pressures that would, in turn, influence monetary policy. Shown are coefficients (standard errors) from OLS regressions with the current-quarter real GDP growth rate as the dependent variable. Standard errors are White-corrected for heteroscedasticity. * p , 0.10; ** p , 0.05; *** p , 0.01.
Figure 2. Beige Book Index and Monetary Policy Decisions
However, the Beige Book might affect long-term rates as well. Several studies suggest that changes in monetary policy can have substantial effects on long-term rates. Campbell (1995) notes that long-term rates have occasionally moved more in response to monetary policy changes than have shortterm rates. He speculates that long-term rates might be more responsive to FOMC interest-rate hikes when the term premium rises due to increased interest-rate risk, bond-market volatility, or increased uncertainty about Federal Reserve policy. Kuttner (2001) finds that unanticipated changes in the federal funds rate target are associated with slightly larger changes in intermediate-term rates than in the 3-month rate; he also finds significant effects on long-term rates. Kohn and Sack (2003) report that Congressional testimony by Greenspan has a larger effect on the volatility of intermediate-term rates than on the volatility of short-term rates. Balduzzi, Elton, and Green (2001) find that longer-term rates respond more to several macroeconomic data series, such as Consumer Price Index (CPI), GDP, and housing data, than do shorter-term rates; long-term rates may respond to the likely influence of these data on monetary policy.
This suggests that, if markets view the Beige Book as a signal of monetary policy, long-term rates might respond as much as or even more than short-term rates. Reports by the media are consistent with this hypothesis, with reports such as: ''When the latest issue of the Beige Book was released just over a week ago . . . , stock traders and other financial market participants decided the book's message was one of greater strength in the economy than they had been expecting. To the markets, that meant that the Fed was not likely to seek lower interest rates any time soon, and the traders' actions sent long-term rates up and bond prices down'' (Berry 1988 ).
As noted above, this study is related to the literature on the effect of macroeconomic data releases on financial markets. Previous studies have reached mixed conclusions about the influence of such data as inflation, industrial production, and unemployment on stock prices (Cutler, Poterba, and Summers 1989; Flannery and Protopapadakis 2002; Hardouvelis 1987; Pearce and Roley 1985) . 6 There is more of a consensus that macroeconomic news releases move bond markets (Balduzzi, Elton, and Green 2001; Fleming and Remolona 1999) . The Beige Book may similarly affect financial markets if it is viewed in the same vein as other macroeconomic news.
Data and Methods
This analysis examines Treasury constant-maturity yields and a broad index of stock prices. We focus on the 3-month, 6-month, and 1-year rates as measures of short-term interest rates and the 2-year, 5-year, and 10-year rates as measures of intermediate and long-term yields; we also note results for several other points in the term structure. As in Flannery and Protopapadakis (2002) , our measure of stock prices is the daily (close-to-close) value-weighted return in the NYSE, AMEX, and NASDAQ markets, without dividends. 7 We examine daily changes in the interest rates (expressed in basis points) and the percentage change in the equity index. 8 6 Kohn and Sack (2003) conclude that FOMC statements, Congressional testimony, and speeches by Greenspan do not affect volatility in equity prices. They also note that comments specifically addressing asset valuations have not typically generated a response in asset prices. 7 The interest rate data are from the H.15 release from the Board of Governors. The equity price index is from the Center for Research in Security Prices (CRSP) tapes. 8 The analysis could also be performed intraday to check that any movements occur after the Beige Book is released. However, we do not know what time the pre-1990s Beige Books were released; the Beige Book is currently released at 2:15 p.m. Controlling for other major macroeconomic news releases (Table 5 ) reduces concerns about whether other news underlies the estimated relationships. Table 2 reports descriptive statistics for our Beige Book index and the financial instrument variables. Although our Beige Book index was constructed on a range of À2 to 2, in practice it ranges from À1 to 1.5. On average, interest rates declined on days when the Beige Book was released during our sample period, with an average change of less than 1 basis point for most of the yields we examine. The equity index rose an average of 0.1% on days when the Beige Book was released. As the table indicates, the 149 observations during the sample period encompass considerable variation in changes in yields and in the equity index.
The last column of Table 2 reports the simple correlation between the Beige Book index and the change in interest rates and the equity index on the day the report was released. During the sample period as a whole, the index is positively correlated with changes in short-and long-term interest rates and equity prices. The raw correlation is weakest for the change in 3-month t-bills and strongest for the 10-year bond.
We use a simple random walk model to further examine the relationship between the Beige Book and financial instruments. The random walk model posits that changes in interest rates and in equity prices are unpredictable, or
We regress the daily change in our measures of interest rates and an equity index, Áy t , on the Beige Book index, BB t , and a constant. The coefficient on the Beige Book index variable captures the marginal effect of the Beige Book, and the constant captures the average effect. We focus on regressions that only use observations for days when the Beige Book was released; we discuss the robustness of the results if all days are included and if day-of-the-week effects are included in the model. We estimate the regressions using ordinary least squares (OLS) and use the White method to correct the standard errors for heteroscedasticity. Our approach assumes that the full effect of the Beige Book-if any-on asset prices occurs the same day as it is released and that the Beige Book report is not anticipated by the market and already priced in. Ideally, we would estimate the effect of the unexpected component of the report, but quantitative market expectations are not available; we further address this issue below.
We treat the Beige Book scores as exogenous in the regressions because the reports are written based on observed economic activity as it has already occurred. Innovations in financial markets on the day of the report's release cannot affect the information content of the document, which is written several days before it is released.
Results
The results indicate that the Beige Book index is positively associated with changes in most measures of interest rates during the period mid-1983 through 2001. Interpreting the results in Table 3 as marginal effects, a Beige Book with a score of 1 (which indicates strong growth) is associated with a 1.9 basis-point increase in the yield on the 2-year Treasury note and a 2.4 basis-point increase in the yield on the 10-year bond relative to a Beige Book with a score of 0 (neutral), for example. The estimated relationships tend to become slightly larger in magnitude and more statistically significant as maturity increases, although the increases in magnitude are not statistically significant. The Beige Book index is not significantly associated with changes in the 3-month t-bill rate (column 1) or with changes in 30-day federal funds rate futures or in the effective federal funds rate (not shown), but is associated with changes in the 6-month and 1-year rate at the 10% level and the 2-, 5-, and 10-year rate at the 5% level. 9 The index is also positively and significantly associated with changes in the 30-year rate (not shown).
We do not find a significant relationship between the Beige Book index and stock returns (column 6). This finding is consistent with Kohn and Sack's (2003) results for statements by the FOMC and by Greenspan and with the mixed results reported in the literature examining the effect of macroeconomic data releases.
The results in Table 3 are robust, including day-of-the-week fixed effects (not shown). We focus on results without day-of-the-week fixed effects because all Beige Books have been released on a Wednesday since mid-1988 and day-of-the-week fixed effects, therefore, might pick up time trends as well as any weekday effects. The results are also similar if we use all trading days, not just Beige Book release days, and include day-of-the-week dummy variables. Using observations for all trading days allows us to more precisely estimate the day-of-the-week effects but does not result in more efficient estimates of the Beige Book index coefficient because the report is not released on the other days.
Our finding that the Beige Book index appears to be more closely related to changes in intermediate-and long-term rates than with changes in overnight and short-term rates is rather Shown are coefficients (standard errors) from OLS regressions in which the dependent variable is the daily change in the indicated variable (the percentage change for equities). Standard errors are White-corrected for heteroscedasticity. * p , 0.10; ** p , 0.05; *** p , 0.01. puzzling at first glance. A simple version of the expectations hypothesis predicts that the Beige Book should have a greater impact, in both magnitude and statistical significance, on short-term rates because short-term rates are primarily based on expectations about monetary policy in the near future. However, short-term rates tend to be more variable than intermediate-and long-term rates (Kozicki and Tinsley 2001) , making it more difficult to pick up any effect of the Beige Book on short-term rates. In addition, our results are consistent with those of Balduzzi, Elton, and Green (2001) , who tend to find larger effects of macroeconomic data releases on long-term rates than on short-term rates. Our findings are also consistent with Campbell's (1995) observation that modest increases in short-term rates as a result of tightening by the FOMC can provoke large responses in long-term yields; if markets view stronger Beige Books as signaling upcoming tightening, there may be larger movements in longer-term yields than in short-term interest rates.
Another possibility is that traders may interpret the Beige Book as suggesting the direction of future changes in the federal funds rate target but not the explicit timing of such changes. In other words, a strong Beige Book might signal that the FOMC is likely to raise interest rates during the next few months but not necessarily at the next meeting; this would account for our finding that the relationship is significant for 6-month t-bills but not for 3-month t-bills, 30-day federal funds rate futures, or the effective federal funds rate. Our findings may also indicate that markets interpret stronger Beige Books as signaling future increases in inflationary pressures. A rise in the expected path of inflation would raise intermediate and long-term interest rates but have little effect on shortterm rates.
Finally, our results are consistent with Kohn and Sack's (2003) finding that Congressional testimony by Greenspan has a larger effect on intermediate-term rates than on short-term rates. FOMC statements, in contrast, primarily affect short-term rates, according to their analysis. Kohn and Sack speculate that this pattern occurs because Greenspan's comments tend to focus on the intermediateterm outlook for aggregate demand and on underlying fundamentals, such as productivity growth, while FOMC statements are more focused on the immediate path of monetary policy. Interpreting our results in their framework suggests that financial markets view the Beige Book as more of an indicator of the expected path of economic growth over the next few years than of monetary policy in the near term.
Consistent with this view, we do not find a significant positive relationship between our Beige Book index and changes in either the federal funds rate target set at the next FOMC meeting or the effective federal funds rate. Payne (2001) , in contrast, does report such a relationship. The simple correlation between our index and Payne's index is 0.815. Payne composed his scores by rating the adjectives used in the Beige Book summaries, including the District summaries; our measure is based on reading the entire national summary instead of just scoring the adjectives. Payne's scores are not significantly positively associated with any of the changes in interest rates, including the federal funds rate target, or in equity prices in our model. We do find a negative relationship between Payne's index and changes in the effective federal funds rate that is significant at the 10% level.
Monetary Policy Regimes
The effect of the Beige Book may depend on the direction of monetary policy. We classified monetary policy as tightening, easing, or constant, depending on the direction in which the FOMC changed the federal funds rate target at the meeting after each Beige Book was released. In results not shown here, there are no significant differences across monetary policy regimes in the relationship between the Beige Book index and changes in financial instruments. 10 We also investigated whether the results are different during the Greenspan era (which began in August 1987) than during the entire period mid-1983 through 2001. Results using only the period when Greenspan is chairman of the FOMC are similar to those shown in the tables. The effect of the Beige Book may have changed over time as the FOMC made more information about monetary policy publicly available. Increased transparency by the FOMC might have reduced the value of the Beige Book as a signal of monetary policy, weakening the relationship between our index and changes in bond yields and stock returns. The results of dividing our sample into observations before and after the FOMC began announcing changes to the federal funds rate target on February 4, 1994, are shown in Table 4 . The estimated coefficients on the Beige Book variable in the interest rate regressions for the post-transparency period (panel A) are similar to or larger in magnitude than the results for the full sample; whereas, the pretransparency period results (panel B) are generally insignificant and smaller in magnitude, albeit not significantly so. In addition, the Beige Book index is significantly positively associated with changes in the equity index during the post-transparency period. These results suggest that during the mid-1990s financial markets began viewing the Beige Book as a more useful signal of economic growth and future monetary policy moves at the same time the FOMC began making available more information about monetary policy making. Standard errors are White-corrected for heteroscedasticity. * p , 0.10; ** p , 0.05; *** p , 0.01. 10 We find that short-and intermediate-term interest rates (up to two years) fall when the FOMC lowers the target, but the effect does not change as the Beige Book index changes. Part of our failure to find that the effect of the Beige Book depends on the status of monetary policy may be because the FOMC ostensibly targeted borrowed reserves instead of the federal funds rate until late 1987. The data on the federal funds rate target are from the Federal Reserve Bank of New York, http://www. ny.frb.org/pihome/statistics/dlyrates/fedrate.html.
Other Macroeconomic Data Releases
As discussed above, a number of previous studies have concluded that macroeconomic data releases, such as the unemployment rate and the GDP growth rate, affect interest rates and stock prices. Some of these releases occurred on the same day as the Beige Book was released, creating the possibility that the regressions are picking up the effect of macroeconomic data releases. 11 We, therefore, run the regressions with data on all days and include in the regressions the difference between the actual data release and the median forecast for several major macroeconomic indicators: the unemployment rate, industrial production, CPI, and GDP (or GNP) growth rate. 12 We include only the unexpected component of these data releases in the regressions because asset prices are likely to already reflect the expected component. The results for the Beige Book index are little affected by controlling for other major macroeconomic data releases in the regressions. As Table 5 shows, the Beige Book index remains significantly positively associated with the change in intermediate-and long-term rates, and the magnitudes of the coefficients on the Beige Book variable are similar to those in Table 3 . However, the Beige Book generally has less of an impact (as measured by the magnitude and statistical significance of the coefficients) on interest rates than the other macroeconomic data releases examined here. For example, a one standard deviation increase in the Beige Book index is associated with an increase in the 2-year yield of about 0.84 basis points; a one standard deviation increase in the Shown are coefficients (standard errors) from OLS regressions in which the dependent variable is the daily change in the indicated variable (the percentage change for equities). The non-Beige Book data releases are the difference between the actual release and the median forecast, as reported by MMS, and the regressions also include dummy variables indicating release days for each series, four day-of-the-week fixed effects and a constant. Standard errors are White-corrected for heteroscedasticity. * p , 0.10; ** p , 0.05; *** p , 0.01.
11 Five industrial production numbers, seven CPIs, and five GDP growth rates were released on the same day as the Beige Book during our sample period of May 1983 through December 2001 The forecast data and the dates of the actual releases are from Money Market Services (MMS). Prior to 1990, the MMS tracked GNP instead of GDP. The regressions also include indicator variables for release days of each data series (including the Beige Book) and day-of-the-week fixed effects. The release date dummy variables are included for each series because the linear variables for the release data (less expectations for the unemployment rate, industrial production, CPI, and GDP data) equal zero on nonrelease days. These linear variables can also equal zero on release days; such zeroes contain information, unlike the zeroes for nonrelease days. Including dummy variables for release days controls for this. unexpected component of the unemployment rate, the industrial production index, CPI, and GDP growth rate is associated with a change of about À3.51, 1.73, 1.33, and 1.50 basis points, respectively, in the 2-year yield, all of which exceed that of the Beige Book index. 13 In addition, unlike the Beige Book, the other data releases are significantly associated with movements in 3-month yields as well as longer-term interest rates. Only the CPI is significantly associated with changes in stock prices.
Beige Book Expectations
Unlike the macroeconomic data releases discussed above, there is no published measure of market participants' expectations about the Beige Book. This research, therefore, cannot directly measure the effect of the unexpected component of Beige Book scores on interest rates and equities. However, we can use several methods to approximate market expectations of the Beige Book. One cautionary note is that these approximations of market expectations are likely to contain considerable measurement error and, therefore, lead us to underestimate the true impact of the Beige Book on interest rates and equity prices.
One way to control for market expectations about the Beige Book is to use the difference between the current Beige Book score and the previous Beige Book score in the regressions instead of the linear Beige Book index variable. In results not shown here, the change in the Beige Book score is generally not significantly associated with changes in interest rates or in equity prices, suggesting that innovations in the report do not affect financial instruments. Another means of controlling for market expectations is to include separate variables for the current and the previous Beige Book scores in the regressions. When we do this, neither the current nor the lagged Beige Book score is individually significantly positively associated with changes in yields or in equity prices. However, the two variables are highly collinear (q ¼ 0.82) and are jointly significantly associated with the change in the 2-, 5-, and 10-year yield.
We also examine the effect of controlling for the level of economic activity indicated by the most recent macroeconomic data available when the Beige Book was released. Other measures of the current (or recent) level of economic activity may capture market expectations of the Beige Book. In addition, controlling for other key data releases allows us to evaluate whether the Beige Book is viewed as an independent indicator of the state of the economy or the future direction of monetary policy. If the estimated coefficient of the Beige Book index variable falls in magnitude and significance when other indicators are controlled for, it may indicate that financial markets view the Beige Book as a synopsis of what is available in other data series. On the other hand, to the extent that the Beige Book is well correlated with economic activity, as indicated in Table 1 , controlling for other data series may lead to multicollinearity problems and cause us to underestimate the true impact of the Beige Book on financial markets. We examine this by including the current release of the unemployment rate, industrial production index, CPI, and GDP growth rate on the right-hand side of our basic regression model.
14 The results are shown in Table 6 .
Controlling for other macroeconomic indicators substantially reduces the magnitude of the coefficients on the Beige Book index and renders them statistically insignificant. Nevertheless, the general pattern of the coefficients is similar to our earlier results, with the magnitude of the estimated relationship between the Beige Book index and interest rates increasing with maturity. The results 13 The standard deviations of the differences between the actual and expected unemployment rate, industrial production index, CPI, and GDP growth rates are 0.166, 0.261, 0.122, and 0.609, respectively. 14 If a macroeconomic data release occurs on the same day as the Beige Book, we use the previous release of the data series in these regressions. The regressions are estimated only for Beige Book release days.
suggest that market participants view the Beige Book as not having additional explanatory value after conditioning on macroeconomic data already available. However, we caution that these results are imprecisely estimated, making it difficult to draw strong conclusions. We note that it is not surprising that almost none of the coefficients on the macroeconomic data indicators are significantly associated with changes in financial instruments on the day the Beige Book was released since these data were already available. Including either the GDP growth rate or the change in the industrial production index is sufficient to make the Beige Book index variable statistically insignificant, but the results are similar to those in Table 3 if only the unemployment rate or the inflation rate is included (not shown).
It is important to note that controlling for the current level of economic activity may cause us to underestimate the Beige Book coefficient for a reason other than measurement error. As shown in Table 1 , the Beige Book is highly correlated with GDP growth. This multicollinearity between GDP growth and the Beige Book index would reduce our estimates of the impact of the Beige Book on financial markets. Although the Beige Book is no longer statistically significant after controlling for other economic indicators, it does have a significant impact in our more parsimonious specifications (Tables 3-5), suggesting that the reports contain some information that is new to financial markets. Thus, we interpret the results in Table 6 as suggesting that the Beige Book is viewed as an indicator of economic activity and not of monetary policy moves in the near term.
Conclusion
This study examines the relationship between changes in financial instruments and the qualitative report on economic activity released by the Federal Reserve System in advance of FOMC meetings. Results that do not condition on other publicly available measures of economic activity suggest that markets respond to qualitative information released by the Federal Reserve System; a quantitative index of the Beige Book is positively associated with changes in intermediate-and longterm interest rates on Treasury securities but is not significantly associated with changes in overnight Shown are coefficients (standard errors) from OLS regressions in which the dependent variable is the daily change in the indicated variable (the percentage change for equities). The non-Beige Book data releases are the most recent available data point for each series, and the regressions also include a constant. Standard errors are White-corrected for heteroscedasticity. * p , 0.10; ** p , 0.05; *** p , 0.01. and 3-month rates or in equity prices during the period mid-1983-2001 as a whole. The Beige Book is significantly associated with changes in interest rates when conditioning on available information about recent inflation and unemployment but not when controlling for several other measures of recent economic activity. As a whole, our results indicate that financial markets view the Beige Book as providing information about economic activity but not as a signal of monetary policy in the short run.
